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ABSTRACT 
High i n t e r e s t  r a t e s  and t h e  a v a i l a b i l i t y  of c r e d i t  a r e  among t h e  most im-  
po r t an t  i s s u e s  f ac ing  small  bus inesses  today. This  s tudy  assemhled va r ious  
d a t a  and informat ion  which may prove u s e f u l  i n  a s s e s s i n g  t h e  c r e d i t  and capi-  
t a l  needs of t h i s  l a r g e  and d i v e r s e  s e c t o r  of t h e  economy. 
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This  s t u d y  assembled d a t a  and i n f o r m a t i o n  which may prove u s e f u l  i n  as-  
s e s s i n g  t h e  c r e d i t  and c a p i t a l  needs  o f  s m a l l  b u s i n e s s e s  and t h e i r  s e n s i t i v i t y  
t o  l a r g e  and v o l a t i l e  changes i n  t h e  c o s t  of money. A s  a  s u b s t i t u t e  f o r  a  
complex d e f i n i t i o n  o f  smal l  b u s i n e s s ,  t h i s  s t u d y  c o n c e n t r a t e s  on b u s i n e s s  en- 
t i t i e s  employing fewer t h a n  100 workers .  A f t e r  examining d a t a  on t h e  number o f  
e s t a b l i s h m e n t s  b y  employment s i z e  c l a s s  i n  t h e  many i n d u s t r i e s  o f  t h e  American 
economy, t h e s e  i n d u s t r i e s  were t r e a t e d  a s  e i t h e r  c a p i t a l  o r  l a b o r  i n t e n s i v e  
based on t h e  number o f  d o l l a r s  o f  i n v e s t e d  c a p i t a l  p e r  employee. When r e l a -  
t i o n s  were made between t h e  p r o p o r t i o n  o f  l a r g e  (100 workers  o r  more) b u s i n e s s  
e s t a b l i s h m e n t s  i n  t h e  v a r i o u s  i n d u s t r i e s  and c a p i t a l  i n v e s t e d  p e r  employee i n  
t h e s e  same i n d u s t r i e s ,  i t  was found t h a t  approx imate ly  85 p e r c e n t  of a l l  busi -  
n e s s e s  employing fewer t h a n  100 workers were i n  t h e  f i v e  i n d u s t r i e s  w i t h  t h e  
l o w e s t  c a p i t a l  i n v e s t e d  per  employee. T h i s  f i n d i n g  t e n d s  t o  s u p p o r t  a n  i n t u i -  
t i v e  c o n c l u s i o n  t h a t  most smal l  b u s i n e s s e s  r e l y  more on l a b o r  t h a n  on  c a p i t a l  
i n p u t s .  I n d i c a t i o n s  a r e  t h a t  c a p i t a l  i n t e n s i v e  i n d u s t r i e s  depend more exten-  
s i v e l y  on c r e d i t  t h a n  l a b o r  i n t e n s i v e  i n d u s t r i e s .  Ye t ,  t h e  n a t u r e  and s t r u c -  
t u r e  of t h e  i n d u s t r y  of which b u s i n e s s e s  a r e  a  p a r t  t o  a  l a r g e  e x t e n t  d i c t a t e  
t h e i r  c a p i t a l  and c r e d i t  needs .  I n  t h e  absence  of s p e c i f i c  d a t a  i n d i c a t i n g  
c a p i t a l  o r  c r e d i t  needs  of s m a l l  b u s i n e s s e s ,  t h i s  s t u d y  c o n s i d e r e d  two a s p e c t s  
o f  i n d u s t r i e s  t o  a s s e s s  c a p i t a l  and c r e d i t  r equ i rements :  (1) S t r u c t u r a l  needs-- 
t h e  r o l e  of c a p i t a l  and c r e d i t  d i c t a t e d  by t h e  n a t u r e  and c h a r a c t e r  of t h e  in -  
d u s t r y  i n  which t h e  s m a l l  b u s i n e s s  i s  l o c a t e d ;  and,  ( 2 )  Product /Market  e f f e c t s -  ' 
t h e  r o l e  t h a t  i n t e r e s t  r a t e s  and c r e d i t  p l a y  i n  t h e  pos t -p roduc t ion  p e r i o d  and 
t h e  impact t h a t  l a r g e  changes  i n  money r a t e s  have on s u c h  a c t i v i t y .  

THE SENSITIVITY OF SMALL BUSINESSES TO INTEREST RATES: A CROSS-SECTIONAL VIEW 
I. INTRODVCTION 
According t o  t h e  Na t iona l  F e d e r a t i o n  of Independent  Bus iness  (NFIB) and 
t h e  Na t iona l  Small Bus iness  A s s o c i a t i o n  (NSBA), h i g h  i n t e r e s t  r a t e s  and t h e  
a v a i l a b i l i t y  of c r e d i t  a r e  among t h e  most i m p o r t a n t  i s s u e s  f a c i n g  small busi -  
n e s s e s  today.  Bus iness  a u t h o r i t i e s  g e n e r a l l y  a g r e e  t h a t  h i g h  i n t e r e s t  r a t e s  
a long  w i t h  h i g h  l e v e l s  of i n f l a t i o n  c r e a t e  f i n a n c i a l  s t r a i n s  and u n c e r t a i n t i e s  
th roughout  t h e  b u s i n e s s  s e c t o r ,  r e g a r d l e s s  of b u s i n e s s  s i z e .  However, h i g h  in- 
t e r e s t  r a t e s ,  w h i l e  impact ing t o  some d e g r e e  on a l l  b u s i n e s s  e s t a b l i s h m e n t s ,  11 
impose a c o n s i d e r a b l e  c a s h  f low burden on c a p i t a l  i n t e n s i v e  s m a l l  b u s i n e s s e s  
and on t h o s e  smal l  concerns  dependent on mortgage o r  r e t a i l  consumer c r e d i t  f o r  
t h e  s a l e  of t h e i r  p r o d u c t s  o r  s e r v i c e s .  High i n t e r e s t  r a t e s  can a f f e c t  a  busi -  
n e s s  d i r e c t l y  by adding t o  t h e  c o s t  of p r o d u c t i o n ,  d i s t r i b u t i o n  and i n v e n t o r y  
accumulat ion.  I n  t u r n ,  t h e s e  i n c r e a s e d  c o s t s  c o n t r i b u t e  t o  r a i s i n g  t h e  f i n a l  
p r i c e  of goods and s e r v i c e s .  Because of p o t e n t i a l  upward p r e s s u r e  on p roduc t  
p r i c e s ,  h i g h  i n t e r e s t  r a t e s ,  e s p e c i a l l y  f o r  consumer c r e d i t ,  c a n  a l s o  a d v e r s e l y  
a f f e c t  a  consumer 's  w i l l i n g n e s s  t o  purchase  p r o d u c t s  o r  s e r v i c e s  which,  i n  t u r n ,  
d e p r e s s e s  demand and s a l e s .  
Although i n t e r e s t  r a t e s  a r e  g e n e r a l l y  recognized  as an  impor tan t  economic 
f a c t o r ,  t h e  e f f e c t s  o f  i n t e r e s t  r a t e s  on "smal l  b u s i n e s s "  a r e  o f t e n  a s s e s s e d  
a s  i f  t h e  smal l  b u s i n e s s  community i s  a  homogeneous group i n  which e a c h  segment 
1/ An e s t a b l i s h m e n t ,  a c c o r d i n g  t o  t h e  County Bus iness  P a t t e r n s ,  i s  a  
s i n g l e  p h y s i c a l  l o c a t i o n  where b u s i n e s s  i s  conducted o r  where s e r v i c e s  o r  
i n d u s t r i a l  o p e r a t i o n s  a r e  performed. 
r e a c t s  t o  changes  i n  t h e  c o s t  of  money i n  rough ly  t h e  same manner. According 
t o  t h e  A p r i l  1980 r e p o r t  o f  t h e  White House Commission on Small  Bus iness ,  
"America ' s  Small Bus iness  Economy: Agenda f o r  A c t i o n , "  smal l  b u s i n e s s e s  i n  
t h e  Uni ted  S t a t e s  show c o n s i d e r a b l e  d i v e r s i t y  a c r o s s  p roduc t  and s e r v i c e  l i n e s  
and t h e  number o f  s m a l l  b u s i n e s s e s  a c c o u n t s  f o r  a  l a r g e  p e r c e n t a g e  o f  a l l  U. S. 
b u s i n e s s e s .  Consequent ly ,  a n  assessment  of t h e  impact of  h i g h  i n t e r e s t  r a t e s  
on t h e  component segments o f  t h e  s m a l l  b u s i n e s s  community, r a t h e r  t h a n  on t h e  
community a s  a  whole, can  o f f e r  impor tan t  i n s i g h t s  i n t o  t h e  r e l a t i o n s h i p  be- 
tween money m a r k e t s  and s m a l l  b u s i n e s s  a c t i v i t y ,  and can  a s s i s t  i n  t h e  formu- 
l a t i o n  of a p p r o p r i a t e  p o l i c i e s  f o r  a d d r e s s i n g  problems faced  by t h o s e  s m a l l  
e s t a b l i s h m e n t s .  
The impact of  h i g h  i n t e r e s t  r a t e s  on s m a l l  b u s i n e s s e s  may d i f f e r  depending 
on t h e  n a t u r e  o f  t h e  i n d u s t r y  i n  which t h e  f i r m  i s  engaged. Some s m a l l  e s t ab-  
l i s h m e n t s  may be r e l a t i v e l y  i n s e n s i t i v e  t o  h i g h  i n t e r e s t  rates, w h i l e  o t h e r s  i n  
d i f f e r e n t  i n d u s t r i e s  may depend t o  a  l a r g e  e x t e n t  on t h e  b e h a v i o r  of  i n t e r e s t  
r a t e s  f o r  t h e i r  growth and s u r v i v a l .  For  example,  s m a l l  f i n a n c i a l  e s t a b l i s h -  
ments engaged i n  p r o v i d i n g  o r  s u p p l y i n g  c r e d i t  would t end  t o  b e n e f i t  from a  
g e n e r a l  r i s e  i n  i n t e r e s t  r a t e s  b u t  might a l s o  f a c e  h i g h  i n t e r e s t  c o s t s  i n  t h e i r  
g e n e r a t i o n  o f  d e p o s i t s  o r  f u n d s .  By c o n t r a s t ,  when i n t e r e s t  r a t e s  r i s e  smal l  
b u s i n e s s e s  f o r  which mortgage o r  consumer c r e d i t  i s  e s s e n t i a l  f o r  s u s t a i n i n g  
s a l e s  w i l l  g e n e r a l l y  e x p e r i e n c e  some s l a c k  i n  demand w h i l e  a l s o  i n c r e a s i n g  
t h e i r  own d e b t  s e r v i c e  c o s t s .  
Major f a c t o r s  r ecogn ized  a s  impediments t o  a  thorough a n a l y s i s  of t h e  
s m a l l  b u s i n e s s  community's s e n s i t i v i t y  t o  h i g h  i n t e r e s t  r a t e s  i n c l u d e :  (1) t h e  
l a c k  of a  s i n g l e  c r i t e r i o n  f o r  d e f i n i n g  a  smal l  b u s i n e s s ,  and ( 2 )  t h e  l a c k  of 
a  comprehensive d a t a  b a s e  o n  t h e  f i n a n c i a l  needs  of  s m a l l  b u s i n e s s e s .  
I n  o r d e r  t o  be d e s i g n a t e d  a  " s m a l l  b u s i n e s s "  by t h e  Small Bus iness  Admini- 
s t r a t i o n  (SEA), a n  e s t a b l i s h m e n t  i s  a s s e s s e d  w i t h i n  t h e  c o n t e x t  of  i t s  i n d u s t r y .  
Both volume of b u s i n e s s  t r a n s a c t i o n s  and number o f  workers  employed a r e  con- 
s i d e r e d  i n  r e l a t i o n  t o  t h e  r e l a t i v e  s i z e  of t h e s e  f a c t o r s  among b u s i n e s s  e s t a b -  
l i s h m e n t s  i n  t h e  same i n d u s t r y .  According t o  one o b s e r v e r ,  t h e  d i f f i c u l t y  w i t h  
d e f i n i n g  o r  c l a s s i f y i n g  b u s i n e s s e s  a c c o r d i n g  t o  t h e  d o l l a r  volume of t o t a l  
a s s e t s  o r  number of workers  i s  t h a t  s u c h  methods do n o t  t a k e  i n t o  c o n s i d e r a t i o n  
t h e  f a c t  t h a t  " smal l "  i s  a r e l a t i v e  term and t h a t  i n d u s t r i e s  d i f f e r  w i d e l y  w i t h  
r e s p e c t  t o  t h e  t y p i c a l  s i z e  o f  f i rm.  - 2 /  Thus,  f o r  programmatic purposes ,  no 
s i n g l e  uniform s i z e  c r i t e r i o n  e x i s t s  f o r  s m a l l  b u s i n e s s e s .  Because d i f f e r e n t  
t e c h n i q u e s  a r e  used t o  e s t i m a t e  t h e  number o f  b u s i n e s s e s  by s i z e  i n  t h e  U.S., 
t h r e e  s o u r c e s  of i n f o r m a t i o n  a r e  f r e q u e n t l y  used .  The f i r s t  i s  t h e  I n t e r n a l  
Revenue S e r v i c e  ( IRS)  w i t h  i t s  l i s t  o f  t a x  r e p o r t i n g  b u s i n e s s  e n t i t i e s .  The 
second i s  t h e  Bureau of t h e  Census' l i s t  o f  e s t a b l i s h m e n t s  by employment-size 
c l a s s .  The t h i r d  s o u r c e  o f  i n f o r m a t i o n  i s  Dun and B r a d s t r e e t ' s  Market I d e n t i -  
f i e r  F i l e  (DBMIF) c r e d i t  r a t i n g s  l i s t .  Of t h e  t h r e e  s o u r c e s  i d e n t i f i e d ,  t h e  
IRS l i s t  i s  t h e  l a r g e s t  and DBMIF l i s t  i s  t h e  s m a l l e s t .  For purposes  of t h i s  
s t u d y ,  and t o  f a c i l i t a t e  t h i s  a n a l y s i s ,  employee s i z e  o f  - fewer t h a n  100 i s  
2 1  S t a r ,  Alv in  D. Es t imatps  of t h e  Number of Quasi  and Small  Bus inesses :  
1948 t o  1972.  American J o u r n a l  of Small  Bus iness .  Vol. 4 ,  No. 2 ,  October  1979. 
p.  46. 

11. THE PRIMF RATE AND SMALL BUSINESS LOANS 
I n t e r e s t  r a t e s  a r e  p r i c e s  f o r  borrowed money. The demand f o r  borrowed 
f u n d s  r e p r e s e n t s  d e s i r e s  of b u s i n e s s e s ,  househo lds ,  and government u n i t s  t o  
a c q u i r e  c r e d i t  t o  f i n a n c e  t h e i r  e x p e n d i t u r e s  and o b l i g a t i o n s .  The s u p p l y  of 
money a v a i l a b l e  f o r  borrowing depends l a r g e l y  on t h e  amount o f  s a v i n g s  and 
newly c r e a t e d  money f lowing  i n t o  f i n a n c i a l  marke t s .  The i n t e r a c t i o n  between 
demand f o r  and t h e  s u p p l y  o f  money d e t e r m i n e s  t h e  l e v e l  o f  i n t e r e s t  r a t e s .  3 /  - 
R e f l e c t i n g  t h e  many purposes  and s i t u a t i o n s  t h a t  g i v e  r i s e  t o  borrowing 
and l e n d i n g ,  t h e r e  i s  a  wide v a r i e t y  o f  l o a n s  and inves tments  i n  c r e d i t  m a r  
k e t s ,  each of which b e a r s  a n  i n t e r e s t  r a t e .  The d i f f e r e n t  t y p e s  of i n t e r e s t  
r a t e s  which a r e  more l i k e l y  t o  a f f e c t  s m a l l  b u s i n e s s e s  i n c l u d e  t h o s e  on: 
b u s i n e s s  l o a n s ,  mortgages ,  and r e t a i l  c r e d i t .  While each of t h e s e  marke t s  gen- 
e r a t e  t h e i r  own i n t e r e s t  r a t e s ,  by and l a r g e  t h e y  a r e  i n d i r e c t l y  i n f l u e n c e d  
by t h e  "prime r a t e . "  
S ince  1978, t h e  prime r a t e  charged by banks t o  " low-r isk  b u s i n e s s  bor- 
rowers"  h a s  shown c o n s i d e r a b l e  v o l a t i l i t y .  During 1978 ,  t h e  prime r a t e  averaged 
9 .1  p e r c e n t  and over  t h e  p a s t  two y e a r s  i n c r e a s e d  s t e a d i l y  t o  an  o v e r a l l  a v e r a g e  
of 15.3  p e r c e n t  d u r i n g  1980 ,  r e a c h i n g  a  h i g h  o f  s l i g h t l y  over  20 p e r c e n t  i n  
e a r l y  1981. 
For t h e  y e a r  1981 a s  a  whole,  t h e  average  prime r a t e  f e l l  t o  1 8 . 9  p e r c e n t .  
However, t h i s  r a t e  o f  d e c l i n e  was n o t  s t e a d y .  The prime r a t e  showed c o n s i d e r -  
a b l e  month-to-month f l u c t u a t i o n s  d u r i n g  1981. A t  t h e  s t a r t  of  t h e  y e a r ,  a  
r ecord  h igh  r a t e  of 21.5 p e r c e n t  was recorded .  Fol lowing t h a t  peak t h e  prime 
r a t e  d e c l i n e d  s t e a d i l y  through t h e  month of A p r i l  when i t  averaged 17.2  p e r c e n t .  
3 /  U . S .  L i b r a r y  of Congress.  Congress iona l  
t e r e s t  Rates  : Causes and E f f e c t s  . Typed R e p o r t ,  
30, 1980. Washington, 1980. p. 1. 
Research S e r v i c e .  High In- 
by Carol  L e i s e n r i n g .  J u n e  
The n e x t  s u r g e  began d u r i n g  May 1981 when t h e  prime r a t e  a g a i n  r o s e  above 
20 p e r c e n t  and con t inued  f l u c t u a t i n g  about  t h a t  l e v e l  through September o f  
t h a t  y e a r .  Dur ing t h e  l a s t  q u a r t e r  of 1981,  t h e  prime r a t e  d e c l i n e d  s t e a d i l y  
w i t h  a v e r a g e s  f o r  t h e  months of Oc tober ,  November, and December of 18.5, 16.9,  
and 15 .8  p e r c e n t ,  r e s p e c t i v e l y .  
G e n e r a l l y ,  movements i n  o t h e r  i n t e r e s t  r a t e s  a r e  a s s o c i a t e d  w i t h  t h o s e  of  
t h e  prime r a t e .  However, n o t  a l l  i n t e r e s t  r a t e s  f l u c t u a t e  t o  t h e  same e x t e n t  
a s  t h e  prime r a t e .  Long-term r a t e s ,  i n  t y p i c a l  f a s h i o n ,  have shown l e s s  vola-  
t i l i t y .  For example, t h e  c o r p o r a t e  Aaa bond r a t e  ( r e p r e s e n t i n g  some v e r y  
c r e d i t w o r t h y  b u s i n e s s e s '  f i n a n c i n g  c o s t s  f o r  long-term d e b t )  ranged from 12.6 
p e r c e n t  t o  15 .8  p e r c e n t  i n  1981,  much l e s s  t h a n  t h e  pr ime,  end ing  t h e  y e a r  
abou t  one p e r c e n t a g e  p o i n t  above i t s  l e v e l  i n  t h e  p rev ious  December 1980. 
The v o l a t i l i t y  of  t h e  prime r a t e  h a s  i m p o r t a n t  i m p l i c a t i o n s  f o r  most smal l  
b u s i n e s s  e s t a b l i s h m e n t s  because  of t h e i r  e x t e n s i v e  r e l i a n c e  o n  d e b t  f i n a n c i n g .  
Unl ike  t h e  l a r g e  c o r p o r a t i o n  s e c t o r  o f  t h e  economy, most  smal l  e s t a b l i s h m e n t s  
have few, i f  any,  i n t e r n a l  s o u r c e s  of funds ;  consequen t ly ,  t h e y  r e l y  p r i m a r i l y  
on l o c a l  commercial banks  f o r  shor t -  o r  in te rmedia te - t e rm c r e d i t .  T y p i c a l l y ,  
many s m a l l  b u s i n e s s  l o a n  c o n t r a c t s  c a r r y  i n t e r e s t  r a t e s  s e v e r a l  p e r c e n t a g e  
p o i n t s  above t h e  prime r a t e .  Thus,  b o t h  t h e  l e v e l  and t h e  u n c e r t a i n t y  o f  t h e i r  
borrowing c o s t s  a d v e r s e l y  a f f e c t  many s m a l l  b u s i n e s s e s .  T h i s  u n c e r t a i n t y  i s  
p a r t i c u l a r 1  y  g r e a t  f o r  mortgage l e n d e r s  who must l e n d  over  t h e  l o n g  t e rm ( g e n e r a l l y  
30 y e a r s )  but  who must borrow i n  a  shor t - t e rm market  w i t h  l a r g e  i n t e r e s t  r a t e  
f l u c t u a t i o n s .  
On t h e  o t h e r  hand,  s m a l l  b u s i n e s s e s  have b e n e f i t t e d  from a  two-t ier  prime 
l e n d i n g  r a t e - - t h a t  i s ,  a  prime r a t e  d i f f e r e n t i a l  t h a t  i s  lower  f o r  s m a l l  t h a n  
f o r  l a r g e  b u s i n e s s e s .  A two- t i e r  prime r a t e  was f i r s t  used i n  1973-1975 a s  a  
F e d e r a l  Reserve d e v i c e  f o r  r a t i o n i n g  c r e d i t  e x t e n s i o n s  by commercial banks.  - 4 1  
The s t a t e d  purpose of t h e  two- t i e r  prime l e n d i n g  r a t e  was " t o  a f f o r d  s m a l l  bus- 
i n e s s  borrowers  p r o t e c t i o n  a g a i n s t  burdensome i n c r e a s e s  i n  i n t e r e s t  r a t e s . . . "  
It was n o t  i n t e n d e d ,  however, " t o  i n t e r f e r e  w i t h  normal banking b u s i n e s s  prac- 
t i c e s . .  . t h a t  r e f l e c t  c r e d i t  r i s k  and s i m i l a r  f a c t o r s  ." - 51 The two- t i e r  prime 
r a t e  was a g a i n  implemented i n  1978 by some commercial banks on a  v o l u n t a r y  b a s i s  
t o  a s s i s t  s m a l l  b u s i n e s s  borrowers .  IJnl ike  t h e  e a r l i e r  1973-1975 r a t i o n i n g  of 
c r e d i t  e x t e n s i o n s ,  r e c e n t  bank l e n d i n g  p r a c t i c e s  r e p o r t e d l y  i n d i c a t e  t h a t  " t h e  
l o a n  i n t e r e s t  r a t e  charged t o  any p a r t i c u l a r  market  segment i s  a  f u n c t i o n  o f  a  
complex a r r a y  o f  f a c t o r s  i n c l u d i n g  c o m p e t i t i v e  c o n s i d e r a t i o n s ,  r i s k ,  and impor- 
t a n t l y ,  t h e  demand f o r  c r e d i t  and t h e  c o s t s  a s s o c i a t e d  w i t h  t h e  s o u r c e  o f  money 
used t o  s u p p o r t  t h o s e  c r e d i t s . "  - 6 1  
While t h e  prime r a t e  a p p l i e s  s p e c i f i c a l l y  t o  commercial and i n d u s t r i a l  
l o a n s ,  n e v e r t h e l e s s  i t  h a s  a n  i n d i r e c t  e f f e c t  on o t h e r  l e n d i n g  a c t i v i t y .  For  
example, d u r i n g  p e r i o d s  of h i g h  i n t e r e s t  r a t e s ,  l o c a l  mortgage l e n d e r s  a r e  l e s s  
4 1  The F e d e r a l  Reserve h a s  impor tan t  e f f e c t s  on i n t e r e s t  r a t e s  and on t h e  
a v a i l z b i l i t y  o f  money t o  borrowers .  While t h e  Federa l  Reserve d o e s  n o t  have 
t h e  power t o  s e t  i n t e r e s t  r a t e s  i n  g e n e r a l ,  i t  c o n t r o l s  t h e  F e d e r a l  Reserve 
d i s c o u n t  r a t e ;  and,  changes  i n  t h e  d i s c o u n t  r a t e  c a n  i n f l u e n c e  o t h e r  market  
r a t e s .  A d d i t i o n a l l y ,  t h e  F e d e r a l  Reserve h a s  t h e  power t o  change r e s e r v e  re-  
qu i rements ,  t h a t  i s ,  t h e  pe rcen tage  o f  d e p o s i t s  member banks  must keep  on re- 
s e r v e .  When r e s e r v e  requ i rements  a r e  i n c r e a s e d ,  banks a r e  r e q u i r e d  t o  keep  
more r e s e r v e s ,  t h u s  reduc ing  t h e  amount o f  money a v a i l a b l e  t o  l e n d .  By a l t e r i n g  
a v a i l a b i l i t y  of money and c r e d i t ,  i n t e r e s t  r a t e s  may be  a f f e c t e d .  
5 /  U. S .  L i b r a r y  o f  Congress.  Congress iona l  Research S e r v i c e .  Government 
~ r e d i i  C o n t r o l s  and t h e  Dual Prime Ra te  a s  R e l a t e d  t o  Small  B u s i n e s s ,  1969 t o  
Date .  Typed R e p o r t ,  by Wil l iam Jackson ,  March 11, 1980. Washington, 1980. 
p. 3 ,  12. 
61  U.S. Congress.  House. Committee on Banking, F inance  and Urban A f f a i r s .  
An ~ n z l ~ s i s  of Prime Rate Lending P r a c t i c e s  a t  t h e  Ten L a r g e s t  United S t a t e s  
Banks. Committee P r i n t  No. 2,  97 th  Cong., 1st s e s s . ,  A p r i l  1981. Washington,  
1J.S. Govt. P r i n t .  Off ., 1981. p. 100.  
l i k e l y  t o  e n t e r  i n t o  new l o a n  c o n t r a c t s .  I n s t e a d ,  s a v e r s  i n  l e n d i n g  i n s t i t u -  
t i o n s  a r e  encouraged t o  p l a c e  t h e i r  funds  i n  unregu la ted  f i n a n c i a l  m a r k e t s ,  
such  a s  money market funds  and c o r p o r a t e  o b l i g a t i o n s  paying i n t e r e s t  r a t e s  
h i g h e r  t h a n  d e p o s i t o r y  f i n a n c i a l  i n s t i t u t i o n s  may be allowed t o  pay under regu- 
l a t i o n .  A s  f i n a n c i a l  f lows  a r e  d i v e r t e d  from them, mortgage-lending i n s t i t u t i o n s  
c u t  back on t h e i r  mortgage commitments. 71 - 
Consumer l e n d i n g  r a t e s ,  a l t h o u g h  l e s s  v o l a t i l e  t h a n  b u s i n e s s  l o a n  r a t e s ,  
a r e  a l s o  i n f l u e n c e d  by movements i n  t h e  prime r a t e .  These changes i n  consumer 
l e n d i n g  r a t e s  have a  s i g n i f i c a n t  e f f e c t  on t h e  c o s t  and a v a i l a b i l i t y  o f  c r e d i t  
t o  consumers. - 8/  A d d i t i o n a l l y ,  d u r i n g  p e r i o d s  of reduced cash  f low,  commercial 
banks tend t o  a l t e r  p r e f e r e n c e s  f o r  l e n d i n g  i n  f a v o r  o f  l a r g e  b u s i n e s s e s  and 
a t  t h e  expense of smal l  b u s i n e s s e s .  - 91 Such p r a c t i c e s  a r e  commonly d i s c u s s e d  
w i t h i n  t h e  c o n t e x t  of p r i c e  d i s c r i m i n a t i o n .  S e v e r a l  s t u d i e s  have examined t h e  
e f f e c t s  of s i m i l a r  p r a c t i c e s  t h a t  occur red  d u r i n g  t h e  1955-57 per iod .  These 
s t u d i e s  "demonstra ted t h a t  c r e d i t  r a t i o n i n g  e x i s t s  and t h a t  i t  i s  a  r a t i o n a l  
response by commercial banks t o  changes i n  economic c o n d i t i o n s . "  - 101  During 
t h e s e  p e r i o d s  of " c r e d i t  s t r i n g e n c y , "  l e n d e r s  f r e q u e n t l y  t i g h t e n  l o a n  e l i g i -  
7 /  U.S. L i b r a r y  of Congress. Congress ional  Research S e r v i c e .  F i n a n c i a l  
~ e r e ~ u l a t i o n :  Relaxing C e i l i n g s  on Deposit  I n t e r e s t  R a t e s ,  1978-1980. Report  
No. 81-176 E ,  by Wil l iam Jackson .  Washington, 1981. p. 5. 
8 /  Owners o f  s m a l l  b u s i n e s s e s  o f t e n  f i n a n c e  t h e i r  o p e r a t i o n s  by o b t a i n i n g  
consumer c r e d i t  o r  mortgage f i n a n c i n g  i n  t h e i r  names and a g a i n s t  t h e i r  own a s s e t s  
and incomes, s i n c e  t h e  b u s i n e s s e s  may n o t  be  c o n s i d e r e d  c r e d i t w o r t h y .  T h i s  
s i t u a t i o n  p rov ides  a n o t h e r  channel  f o r  t i g h t  money t o  a d v e r s e l y  a f f e c t  smal l  
b u s i n e s s e s .  
9 /  U.S. Congress.  House. Committee on Small  Bus iness .  F e d e r a l  Monetary 
p o l i c y  and I ts  E f f e c t  on Small Business .  Report  No. 1435, 96th  Cong., 2d s e s s . ,  
September 1980. Washington, U.S. Govt. P r i n t .  O f f . ,  1980. p. 17. ( H e r e a f t e r  
c i t e d  a s  F e d e r a l  Monetary P o l i c y . )  
1 0 /  Federa l  Monetary P o l i c y ,  p .  17.  -
b i l i t y  requ i rements .  Some of t h e s e  changes  may n o t  n e c e s s a r i l y  r e l a t e  t o  p r i c e ,  
r i s k ,  o r  a b i l i t y  t o  repay.  The I n t e r a g e n c y  Task Force  on Small B u s i n e s s  F inance  
r e c e n t l y  observed i n  i t s  f i n a l  r e p o r t  t o  t h e  Congress t h a t :  " I n  p e r i o d s  o f  t i g h t  
money, t h e  ' f r i n g e  o f  u n s a t i s f i e d  demand' i s  e n l a r g e d  and t h e  burden o f  a d j u s t -  
ment i s  borne unduly by t h e  r e l a t i v e l y  h i g h  r i s k  borrower ,  i .e . ,  s m a l l  b u s i n e s s ,  
i n  l a r g e  p a r t . "  11/ 
Some obvious  examples of smal l  b u s i n e s s  a c t i v i t y  i n  which i n t e r e s t  r a t e  
movements p l a y  a n  impor tan t  r o l e  c a n  h i g h l i g h t  t h e  d i f f e r e n c e s  among b u s i n e s s e s  
i n  i n t e r e s t  r a t e  s e n s i t i v i t i e s .  S ing le - fami ly  d w e l l i n g  c o n s t r u c t i o n ,  engaged 
i n  most1 y  by s m a l l  c o n t r a c t o r s  and s u b c o n t r a c t o r s ,  i s  s i g n i f i c a n t l y  a f f e c t e d  
by c o n s t r u c t i o n  l o a n s  and home mortgage r a t e s .  High-cost c o n s t r u c t i o n  l o a n s  
c o u l d  r e s u l t  i n  d e p r e s s e d  s a l e s  p o t e n t i a l  f o r  t h e  b u i l d e r ' s  p r o d u c t ,  s i n c e  i t s  
p r i c e  would have t o  r e f l e c t  t h e  h i g h e r  f i n a n c i n g  c h a r g e s  f a c e d  by t h e  b u i l d e r .  
I n  t u r n ,  h i g h  mortgage r a t e s  a p p l i e d  t o  l a r g e r  mortgages  c a n  have a  s e r i o u s  
c h i l l i n g  e f f e c t  on t h e  s a l e  of homes. 
High i n t e r e s t  r a t e s  t h a t  a f f e c t  consumer o r  r e t a i l  c r e d i t  a r e  o f  major  
concern  t o  many r e t a i l e r s ,  s u c h  a s  a u t o  d e a l e r s h i p s ,  s e l l e r s  o f  home a p p l i a n c e s ,  
f u r n i t u r e ,  and communications p r o d u c t s  as w e l l  a s  t o  many o t h e r  r e t a i l  and s e r -  
v i c e  e s t a b l i s h m e n t s  ( c l o t h i n g ,  a u t o  r e p a i r ,  e t c . )  . Such concern i s  based  on 
t h e  f r e q u e n t  use  of c r e d i t  c a r d  purchases  and o t h e r  s i m i l a r  consumer f i n a n c i n g  
methods f o r  t h e s e  goods and s e r v i c e s .  Auto d e a l e r s h i p s ,  f o r  example,  e x p e r i e n c e  
d e c l i n e s  i n  t o t a l  s a l e s  d u r i n g  con t inuous  p e r i o d s  o f  h i g h  i n t e r e s t  r a t e s  f o r  a u t o  
f i n a n c i n g  which add f u r t h e r  t o  a l r e a d y  h i g h  s t i c k e r  p r i c e s .  These i n c r e a s e d  c o s t  
burdens  n o t  o n l y  d i s c o u r a g e  c a r  s a l e s  b u t  a l s o  i n c r e a s e  t h e  c o s t  t o  d e a l e r s  of 
m a i n t a i n i n g  growing i n v e n t o r i e s .  
11/ Greenbaum, S t u a r t  I . ,  George Kana tas ,  and Sudhakar D. Deshmukh. C r e d i t  
~ a t i o x n ~  and Small Bus iness  Finance.  The I n t e r a g e n c y  Task Force  on Small  Busi- 
n e s s e s  F i n a n c e ,  Washington,  February  1982.  p. 1. 
Other  t y p e s  of s m a l l  b u s i n e s s e s  may n o t  be a s  a d v e r s e l y  a f f e c t e d  by h i g h  
i n t e r e s t  r a t e s .  For  example, a  smal l  s e r v i c e - o r i e n t e d  b u s i n e s s  i n  which l i t t l e  
c a p i t a l  investment  i s  r e q u i r e d  and i n v e n t o r y  s t o c k p i l i n g  i s  minimal,  may n o t  
f a c e  t h e  problems of  a  h igh-cost  money market beyond t h a t  i n c u r r e d  i n  occa- 
s i o n a l l y  meet ing b a s i c  f i x e d  c o s t s  and p a y r o l l  r equ i rements  d u r i n g  p e r i o d s  o f  
i n s u f f i c i e n t  c a s h  flow. 
Given t h e  premise t h a t  n o t  a l l  small b u s i n e s s e s  a r e  a f f e c t e d  i n  t h e  same 
manner by i n t e r e s t  r a t e s ,  t h i s  s t u d y  w i l l :  ( a )  examine i n d u s t r i e s  w i t h  a  l a r g e  
p r o p o r t i o n  of smal l  b u s i n e s s e s ;  (b) i d e n t i f y  small business-dominated i n d u s t r i e s  
which a r e  s e n s i t i v e  t o  l a r g e  and v o l a t i l e  changes  i n  t h e  c o s t  o f  money; and ( c )  
a s s e s s  t h e  degree  o f  impact h i g h  i n t e r e s t  r a t e s  have on smal l  b u s i n e s s  l o a n s .  
111. FINANCING OF SMALL BUSINESSES 
A. The Scope of t h e  Problem 
According t o  a  r ecen t  r e p o r t  submit ted t o  t h e  Congress i n  February 1982 by 
the  In te ragency  Task Force on Small Business  Finance,  small  bus ines se s f  a b i l i t y  
t o  o b t a i n  needed f i nanc ing ,  p a r t i c u l a r l y  dur ing  pe r iods  of h igh  i n t e r e s t  r a t e s  
o r  reduced c r e d i t  a v a i l a b i l i t y ,  ha s  been seve re ly  s t r a i n e d  by a  number of m a r  
ke t  f a c t o r s .  This  i s s u e  has  rece ived  cons ide rab l e  a t t e n t i o n  i n  congress iona l  
hea r ings  and r e p o r t s  and i n  money marke ts ,  a s  w e l l  a s  among smal l  bus ines s  
groups ac ros s  t h e  country.  Such concern may be  a t t r i b u t e d ,  i n  p a r t ,  t o  t h e  
r ecogn i t i on  t h a t  small  bus ines se s  account f o r  a  high p ropor t i on  of U.S. indus- 
tr ies,  show cons iderab le  d i v e r s i t y  i n  a l l  a r e a s  of t h e  economy, and a r e  a . p r i n -  
c i p a l  source o f  employment and techno1 o g i c a l  innovat ion .  Moreover, numerous 
s t u d i e s  on small  bus' iness f inanc ing  make t h e  c l a im  t h a t  sma l l e r  f i rms '  r e l i a n c e  
on deb t  f i nanc ing  i s  more pronounced than  t h a t  of  l a r g e r  bus inesses .  - 121 Con- 
s i d e r i n g  t h e  pervasiveness  of small  bus inesses  among a l l  U.S. i n d u s t r i e s ,  any 
o b s t a c l e s  t o  adequate  f i nanc ing  f o r  t h i s  l a r g e  and d i v e r s i f i e d  segment o f  t h e  
American bus iness  community can become a  s e r i o u s  n a t i o n a l  problem. 
Such o b s t a c l e s  appear  t o  be  s e r i o u s  a t  t h i s  time. I n  tes t imony be fo re  
House committee hear ings  on i n t e r e s t  r a t e s  and c r e d i t  a v a i l a b i l i t y ,  a  spokesman 
from t h e  American Bankers Assoc ia t ion  s t a t e d  t h a t  " t h e  impact o f  i n f l a t i o n  on 
t h e  a b i l i t y  of banks t o  meet t he  c r e d i t  needs of t h e i r  bus iness  communities i s  
magnif ied by t h e  impos i t ion  of u n r e a l i s t i c  d e p o s i t  r a t e  c e i l i n p s . "  1? /  Fe 
- .  
121 - - Glassman, Cynthia A.  and Pe t e r  L. S t ruck .  Survey of Commercial Bank 
Lending t o  Small B u s i n ~ . ~ .  The T-ternoenrv Task Force on Small Business 
Finance,  Washington, February 1982. p. 1. 
131 U.S. Congress. House. Committee on Apr i cu l tu re .  Subcommittee on 
conse rva t ion ,  C r e d i t ,  and Rural Development. I n t e r e s t  Rates  and C r d i  t Avail- 
a b i l i t y .  Hearings,  97th Cong., 1st  s e s s . ,  June 2 3 ,  1981. Washington, U.S. 
Govt. P r i n t .  O f f . .  1981. p .  148. 
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f u r t h e r  s t a t e d  t h a t  d e p o s i t o r y  i n s t i t u t i o n s  a r e  designed t o  s e r v e  t h e  c r e d i t  
needs of  t h e i r  l o c a l  communities,  and h i s t o r i c a l l y  have done s o  " e f f i c i e n t l y  
and r e s p o n s i b l y  ." However, he added, i f  depos j  t o r y  i r s t i t u t i o n s  a r e  unab le  t o  
a t t r a c t  d e p o s i t  funds  i t  would be almost  imposs ib l e  t o  meet t h e  c r e d i t  needs 
of  growing sma l l  b u s i n e s s e s ,  home c o n s t r u c t i o n  developments ,  o r  mortgages.  141 - 
B. C r e d i t  A v a i l a b i l i t y  
T r a d i t i o n a l l y ,  commercial banks have been t h e  l a r g e s t  s i n ~ l e  most impor- 
t a n t  s u p p l i e r s  of funds  t o  sma l l  b u s i n e s s e s .  Data  from the  In t e r agency  Task 
Force on Small Business Finance '  s bus iness- loan  survey  i n d i c a t e  t h a t  smal l  bus i -  
ne s s  l e n d i n g  accoun t s  f o r  an  e s t i m a t e d  one- th i rd  of  t h e  d o l l a r  amount, and over  
80 p e r c e n t  of t h e  number of a l l  bank b u s i n e s s  l o a n s .  - 15/  Among t h e  v a r i o u s  
t y p e s  o f  f i n a n c i n g  a v a i l a b l e  t o  sma l l  b u s i n e s s e s  a r e  short- term c r e d i t ,  term 
c r e d i t  ( l o n g  o r  i n t e r m e d i a t e ) ,  e q u i t y  c a p i t a l ,  t r a d e  c r e d i t ,  and l ea s ing .  
The In t e r agency  Task Force d a t a  on smal l  b u s i n e s s  f i nanc ing  sugges t  t h a t  
f i n a n c i n g  f a c i l i t i e s  a r e  r ea sonab ly  adequate  f o r  sho r t -  and in te rmedia te - te rm 
borrowing h u t  t h a t  a s  t h e  term f o r  which f i n a n c i n g  i s  d e s i r e d  l e n g t h e n s ,  f inan- 
c i a 1  f a c i l i t i e s  become l e s s  adequate .  Moreover, a n a l y s t s  no t e  t h a t  t h e  f l e x i -  
b i l i t y  provided sma l l  b u s i n e s s e s  by t h e  v a r i e t y  of  c r e d i t  s o u r c e s  s e r v e  t o  
minimize t h e  e f f e c t  of c r e d i t  r e s t r i c t i o n s  on anv one borrowing source .  161 
While t h i s  may be  t r u e  f o r  t h e  small  b u s i n e s s  community a s  a whole, t h e r e  i s  
1 4 /  I b i d . ,  p. 150.  -
15 /  Andre\-.;. ~ c c r .  ... an6 Peter  :,. I . ~ s e m a r l r ~ .  :-o ~ ' i n a n c e s  S m a l l  
~ u s i n z s  C j  rca  1 $YO? In te ragency  Task Force or, j l .d l  R ~ l s f n e s s  Finance.  
Washingtc7 
reportedly a substantial number of small concerns experiencing l imited bor- 
rowing opportunities. - 171 
171 Federal Monetary Policy,  p. 14.  -

IV. SMALL BUSINESSES WITFIN U.S. INDUSTRIES 
This section provides background as to the extent of small business con- 
centration within U .  S . industries. It analyzes the distribution of small bus- 
inesses among major industrial groupings. 
The scope and importance of small business activity within the economy has 
yet to be substantively measured with any degree of detail or precision. small 
businesses, nevertheless, are noted for providing opportunites for new employ- 
ment, entrepreneurial activity, enterprise, innovation, and achievement. Small 
businesses show considerable diversity across product and service lines in the 
economy. For the most part, they are spread among all sectors of the economy 
including construction, manufacturing, mining, wholesale and retail trade, pro- 
fessional and nonprofessional services, transportation, agriculture, and finan- 
cial services. However, the degree of concentration in each industrial classi- 
f ication varies. 
Table 1 (p. 21,below) provides Census Bureau data by major industry cate- 
gories for employment size groupings within the range of 1 to 99 workers for 1979 
(the latest year for which data are available). These data indicate that there 
were more than 4.5 million business establishments of all employment-size in the 
U.S. during 1979. Employment-size data also show that of these 4.5 million separate 
establishments, employers with fewer than 5 workers accounted for 54.3 percent 
(see Chart 1, p. 17); 86.6 percent had fewer than 20 (see Chart 2, p. 27); 
94.9 percent employed fewer than 50 workers; and 99 or fewer employees accounted 
for 97.7 percent of all establishments. 
An examination of the units classified by employment-size groupings in 
each major industry gives some insight as to the degree to which establishments 
with few employees exist in each of the several industries of the U.S. economy. 
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These d a t a  a l s o  show t h e  many v a r i a t i o n s  of  small  es tab l i shments  by no t ing  the  
e x t e n t  t o  which they e x i s t  among s p e c i f i c  i n d u s t r i a l  c l a s s i f i c a t i o n s .  
I n  1979,  t h e  s e r v i c e  i ndus t ry  accounted f o r  more than 1.2 m i l l i o n  e s t a b l i s h -  
ments, covering a  wide range of employment s i z e s .  I t  comprised about one-fourth 
of a l l  U.S. es tab l i shments .  - 181 (See Table 1, p. 21.) Among these  were beauty 
shops, r e p a i r  shops,  l aundry  and d ry  c l ean ing  e s t ab l i shmen t s ,  maintenance ser-  
v i c e s ,  f une ra l  p a r l o r s  and many s i m i l a r  t ype  of s e r v i c e  u n i t s .  The s e r v i c e  s e c t o r  
i s  g e n e r a l l y  recognized a s  t he  i ndus t ry  providing t h e  widest  gateway t o  t he  world 
of bus ines s  f o r  small  e n t e r p r i s e s  wi th  very  l i m i t e d  c a p i t a l .  According t o  t h e  
1979 d a t a ,  t h e  l a r g e s t  po r t i on  of t he  1.2 m i l l i o n  s e r v i c e  i n d u s t r y ' s  t o t a l  u n i t s  
(60.7 percent )  was represen ted  by es tab l i shments  employing fewer than 5  persons.  
Of t he se  1.2 m i l l i o n  u n i t s ,  96.1 percent  employed fewer than 50 workers and 
98.2 percent  had fewer than 100 employees. Thus, only 1.8 percent  of t h e  1.2 
mi l l i on  u n i t s  i n  the  s e r v i c e  i ndus t ry  employed 100 workers o r  more. 
R e t a i l  t r a d e ,  which comprises department and v a r i e t y  s t o r e s ,  automotive 
d e a l e r s h i p s ,  s e r v i c e  s t a t i o n s ,  and food s t o r e s ,  has  a  lower propor t ion  of ve ry  
smal l  e s t ab l i shmen t s ,  w i th  s l i g h t l y  l e s s  than  one-half (48.3 percent)  of t h e  
1.24 m i l l i o n  es tab l i shments  i n  t he  i n d u s t r y  employing fewer than 5  workers. 
Re t a i l  t r a d e  es tab l i shments  wi th  fewer than 100 employees, however, represen ted  
98.8 percent  of t h e  t o t a l  es tab l i shments  i n  t h e  i ndus t ry .  
Like r e t a i l  t r a d e ,  a  l a r g e  percentage of bus ines se s  engaged i n  wholesale 
t r a d e  a r e  small  employment es tab l i shments .  More than 4 2  percent  of t h e  t he se  
382,872 f i rms  cons i s t ed  of 4 o r  fewer employees. Wholesale houses with 99 o r  
fewer persons made up about 98.6 percent  of a l l  such es tab l i shments ,  whi le  t h e  
remaining 1 .3  percent  had workforces of 100 o r  more. 
18 /  U.S. L ib ra ry  of Congress. Congressional Research Serv ice .  The Serv ice  
~ e c t o T i n  t he  American Economy Today: An Overview. Report by J u l i u s  Allen and 
Mark J i c k l i n g .  December 28, 1981. Washington, 62 p. 

The product ion s e c t o r s  of t h e  economy-manufacturing, cons t ruc t ion ,  and 
mining--have more of t h e i r  u n i t s  incorpora ted ,  and g e n e r a l l y  r e q u i r e  more com- 
p l e t e  account ing and ope ra t i ng  records .  Using a  d i v i d i n g  l i n e  of 100 employees 
between small  and l a r g e  employment e s t ab l i shmen t s ,  Table  1 shows t h a t  about 
87.4 percent  of  a l l  bus ines se s  engaged i n  manufacturing a r e  small  employers. 
However, i n  durab le  and nondurable manufacturing, more than 43 percent  of a l l  
e s t ab l i shmen t s  employed 10 o r  more workers and 43.6 percent  had fewer than 10 
workers. I n  a d d i t i o n ,  i n  t he  manufacturing s e c t o r ,  approximately 12.5 percent  
of t h e  320,605 u n i t s  (40,075) were i n  employment-size c l a s s e s  of 100 workers 
o r  more. This  sha re  of u n i t s  represen ted  t h e  h ighes t  p ropor t ion  of l a r g e r  em- 
ployment u n i t s  of  a l l  i n d u s t r i e s .  
The d a t a  suggest t h a t  i n  c o n t r a c t  c o n s t r u c t i o n ,  most es tab l i shments  (60.9 
percent  of 447,273 es tab l i shments )  a r e  very  smal l  employment u n i t s  of 1 t o  4 
workers. This  l a r g e  number of small  u n i t s  tend t o  support  the  observa t ion  t h a t  
c o n s t r u c t i o n  i s  by and l a r g e  a  h igh ly  a t o m i s t i c  i n d u s t r y ,  with s p e c i f i c  c r a f t s -  
men (e .g . ,  plumbers, b r i c k l a y e r s ,  s t ee lworke r s ,  c a r p e n t e r s ,  e t c . )  working, f o r  
t h e  most p a r t ,  a s  sub-contractors  t o  o t h e r  low-employment prime c o n t r a c t i n g  es- 
t ab l i shments .  I n  t h i s  i n d u s t r y ,  l e s s  than  1 percent  (4 ,920)  of a l l  t h e  estab-  
l i shmen t s  have 100 o r  more employees on t h e i r  p a y r o l l s .  While t h e r e  a r e  l a r g e  
cons t ruc t ion  bus inesses  engaged i n  t he  bu i ld ing  of whole communities o r  l a r g e  
s ingle-family home subd iv i s ions ,  most small  bus ines se s  a r e  engaged i n  construc- 
t i o n  work on one- and two-family houses,  a s  opposed t o  l a r g e r  bus inesses  car -  
ry ing  on cons t ruc t ion  work on apartment houses,  commercial and i n d u s t r i a l  de- 
velopments, o r  on heavy cons t ruc t ion  ( e . ~ . ,  r oads ,  b r idges ,  dams). 
The excavat ion of c o a l ,  f l u i d  f u e l s ,  m e t a l l i c  o r e s ,  s t one ,  and o t h e r  
metal- and mineral-type products  a r e  included i n  t he  i ndus t ry  c l a s s i f i c a t i o n  
of  mining. I n  1979, t h e r e  were 27,878 i n d i v i d u a l  bus ines se s  engaged i n  mining. 
Although many mining ope ra t i ons  a r e  small  e s t ab l i shmen t s ,  t h e  i n d u s t r y  i s  nev- 
e r t h e l e s s  no t  regarded a s  a  f e r t i l e  f i e l d  f o r  newcomers. I n  t h e  e x t r a c t i v e  
i ndus t ry ,  a  r e l a t i v e l y  h igh  propor t ion  of raw m a t e r i a l s  i s  n o t  a v a i l a b l e  i n  
t h e  United S t a t e s  and t h e  h igh  import c o s t  makes e n t r y  i n t o  t h e  i n d u s t r y  d i f -  
f i c u l t .  I n  a d d i t i o n ,  many products  a r e  e i t h e r  uneconomical o r  i n a c c e s s i b l e  f o r  
e x p l o i t a t i o n ,  and r e q u i r e  l a r g e  c a p i t a l  investment.  - 19/  The 1979 d a t a  show t h a t  
40 percent  of t h e  27,878 mining bus inesses  had 4  o r  fewer employees, and 87 per- 
c e n t  had fewer than  50 employees. Th i s  i n d u s t r y ,  a l though only  6.7 pe rcen t  of 
a l l  e s t ab l i shmen t s  employed 100 o r  more employees, had a  r e l a t i v e l y  h igh  propor- 
t i o n  of  l a r g e  e s t ab l i shmen t s .  
I n  f i n a n c e ,  insurance ,  and r e a l  e s t a t e ,  a  s u b s t a n t i a l  po r t i on  of  bus ines s  
volume i s  i n  t h e  hands of  a  few l a r g e  i n s t i t u t i o n s  a s s o c i a t e d  w i t h  t h e  indi-  
v idua l  sub- indus t r ies .  However, t h e  number of smal l  e s t ab l i shmen t s  i n  t h e  
o v e r a l l  i n d u s t r y  i s  q u i t e  l a r g e .  The f i n a n c e ,  i n su rance ,  and r e a l  e s t a t e  in- 
d u s t r y  a s  a  whole may be c l o s e l y  ranked i n  importance w i th  t h e  s e r v i c e  i n d u s t r y  
group. I n  1979, f o r  example 424,805 e s t ab l i shmen t s  were accounted f o r ,  of 
which 262,241, o r  61.7 pe rcen t ,  employed fewer than 5  persons and 89.5 percent  
had fewer than  20 workers. Only 9,130 e s t ab l i shmen t s ,  o r  2.1 p e r c e n t ,  employed 
50 t o  99 persons and 1.4 percent  employed 100 o r  more workers.  
T ranspo r t a t i on  and o t h e r  pub1 i c  u t i l i t i e s  i s  ano the r  i n d u s t r y  group which 
covers  a  wide range of a c t i v i t y .  It inc ludes  t a x i c a b  o p e r a t o r s ,  a i r l i n e ,  r a i l  
and bus o p e r a t o r s ,  and l a r g e  e l e c t r i c  and g a s  u t i l i t y  s e r v i c e s .  Of t h e  e s t i -  
mated 168,062 s e p a r a t e  e s t ab l i shmen t s ,  95 pe rcen t  employed fewer than 100 
19 /  U.S. Department of Commerce. Bureau of I n d u s t r i a l  Economics. U.S. 
1 n d u s G i a l  Outlook f o r  200 I n d u s t r i e s  with P r o j e c t i o n s  f o r  1985. Washington, 
January 1981. p. 186. 
persons  and 45 p e r c e n t  employed fewer t h a n  5 .  Here t o o ,  fewer t h a n  5 percen t  
of t h e  e s t a b l i s h m e n t s  had employment s i z e s  of 100 o r  more, a l t h o u g h  t h i s  i s  
a  g r e a t e r  p r o p o r t i o n  t h a n  i n  most o t h e r  i n d u s t r i e s .  
F o r e s t r y ,  l andscape  and h o r t i c u l t u r a l ,  v e t e r i n a r y ,  f i s h i n g ,  h u n t i n g ,  and 
t r a p p i n g  s e r v i c e s  a r e  inc luded  i n  t h e  a g r i c u l t u r a l  s e r v i c e s ,  f o r e s t r y ,  and f i s h -  
e r i e s  i n d u s t r y  group. I n  1979, 68 p e r c e n t  of t h e  e s t i m a t e d  45,880 s e p a r a t e  es- 
t a b l i s h m e n t s  employed 4  pe rsons  o r  fewer .  Another 31 p e r c e n t  employed 5 t o  99 
persons ,  and t h e  remaining s i t e s ,  r e p r e s e n t i n g  l e s s  t h a n  one p e r c e n t ,  employed 
100 o r  more pe rsons .  
N o n c l a s s i f i a b l e  e s t a b l i s h m e n t s ,  t o t a l i n g  219,736 f o r  t h e  y e a r  1979, were 
l a r g e l y  c o n c e n t r a t e d  i n  t h e  1 t o  49 employment-size u n i t s .  Table  1 shows t h a t  
99.2 p e r c e n t  o f  t h e  219,736 b u s i n e s s e s  c o n s i s t e d  of fewer t h a n  20 workers ,  w h i l e  
t h e  remainder  ( l e s s  than  1 percen t )  had a  workforce  of 20 o r  more. Because t h i s  
s e c t o r  of e s t a b l i s h m e n t s  was n o t  s p e c i f i c a l l y  i d e n t i f i e d  o r  d e f i n e d  by t h e  De- 
par tment o f  Commerce w i t h i n  t h e  s e v e r a l  s t a n d a r d  i n d u s t r i a l  c l a s s i f i c a t i o n  ca te -  
g o r i e s ,  n o n c l a s s i f i a b l e  e s t a b l i s h m e n t s  a r e  inc luded  i n  t h e  d a t a  b u t  n o t  inc luded  
i n  t h e  a n a l y s i s  . 
I n  summary, Table  1 shows t h a t  small employment concerns  a r e  d i s p e r s e d  
a c r o s s  a l l  i n d u s t r i e s  o f  t h e  U.S. economy b u t  i n  d i f f e r i n g  degrees .  However, 
i n d i c a t i o n s  a r e  t h a t  smal l  concerns  r e p r e s e n t  a  l a r g e r  p e r c e n t  o f  a l l  e s tab-  
l i s h m e n t  s i n  (1)  a g r i c u l t u r a l  s e r v i c e s ,  f o r e s t r y ,  and f i s h e r i e s ;  (2) f i n a n c e ,  
i n s u r a n c e ,  and r e a l  e s t a t e ;  ( 3 )  c o n t r a c t  c o n s t r u c t i o n ;  and ( 4 )  s e r v i c e s .  These 
a r e  fo l lowed  by r e t a i l  and wholesa le  t r a d e ,  t r a n s p o r t a t i o n ,  and mining.  On t h e  
o t h e r  hand, manufactur ing a p p e a r s  t o  be t h e  s e c t o r  w i t h  t h e  g r e a t e s t  p r o p o r t i o n  
o f  r e l a t i v e 1  y  l a r g e r  companies (12.5 p e r c e n t  employing 100 o r  more workers)  

























































































































































































































































































































































































































































































































































































































































































































































































































































V. THE CAPITAL-LABOR ASPECTS OF SMALL BUSINESSES 
I n  an e f f o r t  t o  a s s e s s  t h e  r e l a t i v e  s e n s i t i v i t y  of  groups of smal l  busi- 
ne s se s  t o  i n t e r e s t  r a t e  changes,  t h e  c a p i t a l - l a b o r  r a t i o  of i n d u s t r i e s  were 
f i r s t  examined. These d a t a ,  measured i n  thousands of 1972 d o l l a r s  i nves t ed  
pe r  employee f o r  whole i n d u s t r i e s ,  were then  r e l a t e d  w i th  t h e  p ropor t i on  of 
small  bus inesses  w i th in  t h e  U.S. i n d u s t r i e s .  The l a t t e r  f a c t o r  was measured 
by us ing  t h e  complement of t h e  percentage of  e s t ab l i shmen t s  with fewer t han  
100 employees each. That i s ,  t h e  e x t e n t  t o  which l a r g e  e s t ab l i shmen t s  (wi th  
100 o r  more employees) e x i s t  w i t h i n  t h e  v a r i o u s  i n d u s t r i e s  was r e l a t e d  wi th  
t h e  c a p i t a l  inves ted  per employee ( i n  1976) f o r  t h e s e  same i n d u s t r i e s .  (See 
Table No. 2 ,  p. 24-25.) 
A s  Table No. 2  shows, f i v e  U.S. i n d u s t r i e s  have r e l a t i v e l y  few e s t a b l i s h -  
ments employing 100 o r  more employees and a r e  t h e r e f o r e  more dense1 y  populated 
with small  bus inesses .  These a r e :  (1 )  s e r v i c e s ,  ( 2 )  r e t a i l  t r a d e  and wholesale  
t r a d e ,  (3 )  c o n t r a c t  cons t ruc t ion ,  (4) f i nance ,  i n su rance ,  and r e a l  e s t a t e ,  and 
( 5 )  a g r i c u l t u r a l  s e r v i c e s ,  f o r e s t r y ,  and f i s h e r i e s .  O f  t h e s e  f i v e  i n d u s t r i e s ,  
a l though one ( s e r v i c e s )  has  t h e  h ighes t  number o f  l a r g e  e s t ab l i shmen t s  , only 
1.8 percent  of a l l  i t s  e s t ab l i shmen t s  employ 100 o r  more workers. I n  c o n t r a c t  
c o n s t r u c t i o n ,  on ly  0.9 percent  of t h e  e s t ab l i shmen t s  employ more than  100 em- 
ployees.  And, a g r i c u l t u r a l  s e r v i c e s ,  w i t h  0.4 p e r c e n t ,  ha s  t h e  s m a l l e s t  propor- 
t i o n  of  l a r g e  es tab l i shments .  (See Chart  2. ) 
When these  f i v e  i n d u s t r i e s ,  each of which has  r e l a t i v e l y  few l a r g e  es tab-  
l i shmen t s ,  a r e  examined f o r  c a p i t a l  i nves t ed  pe r  employee, i t  becomes c l e a r  
t h a t  t h e i r  c a p i t a l  needs a r e  comparat ively low, ranging from $11,700 pe r  em- 
ployee i n  c o n t r a c t  c o n s t r u c t i o n ,  t o  $22,800 per  employee i n  s e r v i c e s .  (See 
Table No. 2 . )  
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Table No. 2: Capital Invested Per Employee by Industry Classification, 1976 
I. LABOR INTENSIVE 
% of Establishments with 
100 Em~lovees or More 
Services 1.8 
Retail trade 1.1 
Wholesale trade 1.3 
Contract construction .9 
Finance, insurance (and 
real estate) 1.4 
Agricultural services, 
forestry, and fisheries .4 




111. LABOR OR CAPITAL INTENSIVE 
Manufacturing 12. 5 
More than $25 ,OOO/employee 
Petroleum refining 




Stone, clay, glass 
Transportation equipment 
Nonelectrical machinery 
Capital Invested Per 
Employee by Industry 
(in thousands of 1972 dollars) 
102.8 Trans 




1/ The value of real estate was omitted from the capital invested per 
employee total since it appears to skew the data unnecessarily and thus, this 
figure represents capital invested per employee for the finance and insurance 
industry only. 
Table No. 2: Capital Invested Per Employee by Industry Classification, 1976 
111. LABOR OR CAPITAL INTENSIVE (cont.) 
Capital Invested Per 
X of Establishments with Employee by Industry 
Industry 100 Employees or More (in thousands of 1972 dollars) 
Manufacturing 
More than $10,000 to $25,00O/employee 
Fabricated metals 
Rubber and plastics 










Sources: (1) For data on establishments with more than 100 employees, County 
Business Patterns, Bureau of Census, U.S. Department of Commerce as 
contained in Table #1B, page 24 of this report. 
(2) For data on Capital Invested Per Employee, Table 8939, page 561, 
Statistical Abstract of U.S., 1980 (The Conference Board, NYC, NY, 
Road Maps of Industry, 1976) . 
On t h e  o t h e r  hand, ( 1 )  t r a n s p o r t a t i o n ,  ( 2 )  p u b l i c  u t i l i t i e s ,  ( 3 )  mining,  
and ( 4 )  manufactur ing each have r e l a t i v e l y  h i g h  p r o p o r t i o n s  of e s t a b l i s h m e n t s  
employing 100 workers o r  more, r ang ing  from 4 .4  p e r c e n t  f o r  t r a n s p o r t a t i o n  and 
pub1 i c  u t i l i t i e s  combined, t o  12.5 p e r c e n t  f o r  manufactur ing.  I n t e r e s t i n g l y ,  
and p robab ly  n o t  by c o i n c i d e n c e ,  t r a n s p o r t a t i o n ,  p u b l i c  u t i l i t i e s ,  and mining 
a l s o  have 1-arge amounts o f  c a p i t a l  i n v e s t e d  p e r  employee ($367,000 i n  p u b l i c  
u t i l i t i e s ,  $102,000 i n  t r a n s p o r t a t i o n ,  and $59,000 i n  mining) .  Manufactur ing,  
which a s  a  whole c o n t a i n s  t h e  l a r g e s t  p r o p o r t i o n  of e s t a b l i s h m e n t s  employing 
100 o r  more workers (12.5  p e r c e n t ) ,  v a r i e s  s i g n i f i c a n t l y  by manufactur ing in- 
d u s t r i e s  i n  t h e  amount o f  c a p i t a l  i n v e s t e d  p e r  employee. A s  i n d i c a t e d  i n  Tab le  
No. 2 ,  t h e  amount of i n v e s t e d  c a p i t a l  per  employee i n  t h e  i n d u s t r i a l  c l a s s i f i -  
c a t i o n s  o f  manufactur ing range  from a  low of $6,100 f o r  a p p a r e l ,  t o  $150,900 
f o r  pet roleum r e f i n i n g .  Using t h e  ranges  e x i s t i n g  i n  t h e  o t h e r  c a p i t a l  in ten-  
s i v e  i n d u s t r i e s  ( t r a n s p o r t a t i o n ,  p u b l i c  u t i l i t i e s ,  and min ing) ,  and i n  t h e  l a b o r  
i n t e n s i v e  group ( s e r v i c e s ,  r e t a i l  and wholesa le  t r a d e ,  c o n t r a c t  c o n s t r u c t i o n ,  
and f i n a n c e  and i n s u r a n c e ) ,  t h e  i n d u s t r i a l  c a t e g o r i e s  under  manufactur ing can  
be a r ranged  i n t o  t h r e e  groups:  h i g h ,  medium, and low c a p i t a l - l a b o r  r a t i o  groups .  
Those manufactur ing i n d u s t r i e s  i n  t h e  manufac tu r ing  h i g h  c a p i  t a l - l a b o r  
group each i n v e s t  more d o l l a r s  pe r  worker t h a n  any of t h e  i n d u s t r i e s  i n  t h e  
l a b o r  i n t e n s i v e  i n d u s t r i e s .  Those i n  t h e  medium manufactur ing g roup  o v e r l a p  
t h e  range of t h e  l a b o r  i n t e n s i v e  i n d u s t r i e s .  And, t h o s e  i n  t h e  low group a r e  
more l a b o r  i n t e n s i v e  t h a n  any o t h e r  manufac tu r ing  g roup ,  a s  w e l l  a s  t h e  f i v e  
l a b o r  i n t e n s i v e  i n d u s t r i e s  w i t h  a  h i g h  p r o p o r t i o n  o f  s m a l l  b u s i n e s s e s .  
According t o  a v a i l a b l e  i n d u s t r y  d a t a  on e s t a b l i s h m e n t s  by employment-size 
u n i t s  and on c a p i t a l  i n v e s t e d  per  employee i n  v a r i o u s  i n d u s t r i e s ,  t h i s  a n a l y s i s  
s u g g e s t s  t h a t :  (1) i n  t h e  f i v e  l a b o r - i n t e n s i v e  i n d u s t r i e s  which t o g e t h e r  com- 






































































































































































c a p i t a l  inves ted  pe r  employee i s  r e l a t i v e l y  low; (2) i n  t r a n s p o r t a t i o n ,  pub1 i c  
u t i l i t i e s ,  and mining, where a  l a r g e r  propor t ion  of l a r g e  bus iness  e s t a b l i s h -  
ments e x i s t ,  c a p i t a l  inves ted  per  employee i s  high; and (3)  i n  manufacturing 
o v e r a l l ,  wi th  t h e  h ighes t  p ropor t ion  of l a r g e r  e s t ab l i shmen t s ,  c a p i t a l  inves t -  
ment p e r  employee can  be e i t h e r  high,  medium o r  low depending on t h e  manufac- 
t u r i n g  indus t ry .  
V I .  INTEREST RATES AND PRODUCTION LEVELS 
I n  o rde r  t o  a s s e s s  t h e  e x t e n t  of t h e  r e l a t i o n  between i n t e r e s t  r a t e  changes 
and changes i n  product ion l e v e l s  of broad i n d u s t r i a l  c l a s s i f i c a t i o n s ,  year-to- 
year  percent  changes i n  annual  g r o s s  domestic product  va lues  - 201 f o r  each i n d u s t r y  
were p l o t t e d  f o r  t h e  years  1972 t o  1981. The product ion va lues  used f o r  t h i s  
a n a l y s i s  were i n  cons t an t  1972 d o l l a r s  i n  o r d e r  t o  e l i m i n a t e  t h e  e f f e c t s  of in-  
f l a t i o n  on d a t a  measuring annual l e v e l s  of product ion.  These changes i n  produc- 
t i o n  l e v e l s  f o r  each indus t ry ,  except  c o n s t r u c t i o n ,  were then matched wi th  t h e  
annual average prime i n t e r e s t  r a t e  p r e v a i l i n g  i n  each year  1972-1981. For  con- 
s t r u c t i o n ,  changes i n  va lues  of g r o s s  domestic product  were matched w i t h  t h e  
e f f e c t i v e  y i e l d  r a t e s  on convent iona l  mortgages f o r  new homes. 211 -
This  a n a l y s i s  was conducted under a  reasonable  assumption t h a t  
l e v e l s ,  a l though a f  f e c t e d  by s e v e r a l  economic v a r i a b l e s ,  g e n e r a l l y  r e f l e c t  t h e  
product demand t h a t  i s  perceived t o  e x i s t  by producers  i n  t h e i r  markets .  To 
t h e  e x t e n t  t h a t  i n t e r e s t  r a t e s  (among o t h e r  f a c t o r s )  dep re s s  demand, then  pro- 
duc t ion  l e v e l s  would be c u t  back. 221 -
201 U.S. Congress. House. Committee on Banking, Finance,  and Urban 
~f f a i z .  A Reference Guide t o  Banking and Finance.  Committee P r i n t ,  97th 
Congress,  1st Sess .  Washington, U.S. Govt. P r i n t .  Off . ,  1981. p. 22. 
[Gross Domestic Product (GDP) i s  t h e  same a s  Gross Nat ional  Product 
(GNP) except  t h a t  GNP inc ludes  (and GDP) exc ludes)  a s  p a r t  of each c o u n t r y ' s  
ou tpu t  t h e  n e t  income earned abroad (wages, i n t e r e s t ,  r e n t  and p r o f i t s )  by 
t h e  home coun t ry ' s  f a c t o r s  of  product ion ( l a n d ,  l a b o r  and c a p i t a l ) .  S t a t e d  
another  way, GDP measures ou tput  produced wi th in  t h e  home count ry  r e g a r d l e s s  
of t h e  res idency  of i t s  f a c t o r s  of p roduct ion ,  whi le  GNP measures ou tput  pro- 
duced by t h e  home coun t ry ' s  f a c t o r s  of p roduct ion  r e g a r d l e s s  of where t h e  
product ion a c t i v i t y  t a k e s  p l ace . ]  
211 U.S. L ib ra ry  of Congress. Congressional  Research Se rv i ce .  Housing 
and the Economy. I s s u e  Brief  No. IB78086, by Barbara Mi les  and Bruce, Sept . 9 ,  
1978 ( c o n t i n u a l l y  updated) .  Washington, 1978. 17 p. 
221 U.S. L ib ra ry  of Congress. Congressional Research Se rv i ce .  Reces- 
s i o n  in t h e  United S t a t e s :  Economic E f f e c t s  and P o l i c y  Imp l i ca t i ons .  Report 
by t h e  Economics Div is ion .  J u l y  30, 1980. Washington, 268 p .  
The s e v e r a l  g r a p h i c  d i s p l a y s  i n  t h e  f o l l o w i n g  p o r t i o n  o f  t h i s  Report  show 
t h a t  f o r  ( a )  c o n s t r u c t i o n ,  ( b )  manufactur ing ( d u r a b l e s  and n o n d u r a b l e s ) ,  ( c )  re-  
t a i l  and wholesa le  t r a d e ,  and f o r  (d)  f i n a n c e ,  i n s u r a n c e ,  and r e a l  e s t a t e ,  pro- 
d u c t i o n  changes appear  t o  be  more c l o s e l y  c o r r e l a t e d  w i t h  i n t e r e s t  r a t e  rnove- 
ments t h a n  t h e y  a r e  f o r  ( e )  mining,  ( f )  a g r i c u l t u r a l ,  f i s h e r i e s ,  and f o r e s t r y ,  
( g )  s e r v i c e s ,  and ( h )  t r a n s p o r t a t i o n  and p u b l i c  u t i l i t i e s .  Matching t h e s e  
f i n d i n g s  w i t h  t h e  f i n d i n g s  of t h e  p rev ious  s e c t i o n s  which measured smal l  busi -  
n e s s  c o n c e n t r a t i o n  among d i f f e r e n t  i n d u s t r i e s  and t h o s e  w i t h  h i g h  o r  low l e v e l s  
of c a p i t a l  i n v e s t e d  p e r  employee, he lped  t o  i d e n t i f y  t h o s e  segments of t h e  smal l  





























































































































































































































































































































































































































































































































































































































































































































































































































































V I I  . CONCLUDING OBSERVATIONS 
Every smal l  bus iness  i s  dependent t o  some degree on c r e d i t  and c a p i t a l  
markets  and t h u s ,  i n  some way, l a r g e  i n t e r e s t  r a t e  changes a r e  f e l t  r e g a r d l e s s  
of t h e  es tab l i shment  employment-size o r  t h e  i n d u s t r y  of  which i t  i s  a p a r t .  
However, whi le  t h i s  may indeed be t h e  c a s e ,  some small  bus ines se s  a r e  more sen- 
s i t i v e  t o  f i n a n c i a l  market a c t i v i t y  t han  o t h e r s .  Th i s  r e p o r t  has  analyzed on ly  
t h e  i n t e r e s t  r a t e  e f f e c t  r e l a t i v e  t o  t h e  9 major i n d u s t r i a l  c l a s s i f i c a t i o n s ;  
they a r e ,  of cou r se ,  moved by many o t h e r  f o r c e s  a s  w e l l .  
C a p i t a l  Requirements 
Approximately 15 percent  of a l l  bus iness  u n i t s  employing 100 workers o r  
more a r e  i n  i n d u s t r i e s  i n  which, on t h e  whole, c a p i t a l  requirements  pe r  employee 
a r e  h igher  than i n  o t h e r  i n d u s t r i e s .  These i n d u s t r i e s  (manufacturing, p u b l i c  
u t i l i t i e s  and t r a n s p o r t a t i o n ,  and mining) account f o r  2.2 percent  of a l l  jobs  i n  
t h e  economy. 
Because of  t h e  wide scope of t h e  manufacturing s e c t o r  and i t s  s t r u c t u r e ,  
manufactur ing,  as a broad i n d u s t r i a l  c a t ego ry ,  c o n t a i n s  t h e  l a r g e s t  p ropor t ion  
of bus inesses  w i th  more than 99 employees. However, depending on t h e  s p e c i f i c  
manufacturing i n d u s t r y  involved,  c a p i t a l  investment  requirements  can  be e i t h e r  
low, medium, o r  h igh  r e l a t i v e  t o  t h e  number of workers employed. A t  t h e  bottom 
o f  t h e  range  i n  manufacturing a r e  f u r n i t u r e ,  l e a t h e r ,  and a p p a r e l ,  whi le  a t  t h e  
t op  a r e  petroleum r e f i n i n g ,  primary me ta l s ,  tobacco products ,  and chemicals  w i t h  
a h igh  of $150,900 per  worker i n  t h e  petroleum r e f i n i n g  indus t ry .  
C r e d i t  Requirements 
C r e d i t  needs  i n c l u d e  f i n a n c i a l  r equ i rements  t h a t  occur  e i t h e r  i n  t h e  pro- 
d u c t i o n  s t a g e  o r  i n  t h e  post -product ion p r o c e s s  (marke t ing  , s a l e s ,  and d i s t r i -  
b u t i o n ) .  For most smal l  b u s i n e s s e s ,  t h e s e  needs  a r e  e q u a l l y  c r u c i a l .  However, 
w h i l e  some s m a l l  b u s i n e s s e s  r e q u i r e  more c a p i t a l  t h a n  o t h e r s ,  t h e y  might n o t  be 
a s  s e n s i t i v e  t o  i n t e r e s t  r a t e s  i n  t h e i r  pos t -p roduc t ion  a c t i v i t i e s .  For exam- 
p l e ,  o f  t h e  f i v e  i n d u s t r i e s  w i t h  l a r g e  p r o p o r t i o n s  of smal l  b u s i n e s s e s ,  con- 
t r a c t  c o n s t r u c t i o n ,  an  i n d u s t r y  w i t h  r e l a t i v e l y  l i t t l e  c a p i t a l  i n v e s t e d  p e r  
employee, i s  v e r y  s e n s i t i v e  t o  t h e  l e v e l  o f  mortgage i n t e r e s t  r a t e s  i n  i t s  post-  
p roduc t ion  a c t i v i t i e s  s i n c e  h i g h  mortgage r a t e s  s e r i o u s l y  dampen home and o t h e r  
r e a l  e s t a t e  s a l e s .  (See Chart  4 .  ) 
S e r v i c e s ,  a n o t h e r  i n d u s t r y  w i t h  a  h i g h  c o n c e n t r a t i o n  of smal l  f i r m s ,  a l s o  
r e q u i r e s  low l e v e l s  o f  c a p i t a l  investment  p e r  employee. But,  a c c o r d i n g  t o  i t s  
performance d u r i n g  p e r i o d s  o f  r e c e n t  h igh  i n t e r e s t  r a t e s ,  i t  i s  n o t  n e a r l y  a s  
s e n s i t i v e  t o  h i g h  c o s t s  o f  money a s  a r e  t h e  c o n s t r u c t i o n ,  r e t a i l  and wholesa le  
t r a d e  i n d u s t r i e s .  
S a l e s  i n  r e t a i l  and wholesa le  t r a d e ,  a n o t h e r  l a b o r  i n t e n s i v e  i n d u s t r y ,  i s  
dependent on consumer and b u s i n e s s  c r e d i t ,  and c a n  r e a c t  t o  l a r g e  movements i n  
i n t e r e s t  r a t e s  i n  an  i n v e r s e  way. 
F inance ,  i n s u r a n c e ,  and r e a l  e s t a t e  a r e  segments of a n  i n d u s t r y  d e e p l y  in- 
volved w i t h  f i n a n c i a l  marke t s  and t h e  movements of money p r i c e s  w i t h i n  t h o s e  
markets .  Thus, a l t h o u g h  t h e y  a r e  n o t  c a p i t a l  i n t e n s i v e ,  t h e y  have a  moderate 
t o  h i g h  s e n s i t i v i t y  t o  i n t e r e s t  r a t e  changes .  
F i n a l l y ,  t h e  l a s t  of t h e  smal l  b u s i n e s s  dominated i n d u s t r i e s ,  a g r i c u l t u r a l  
s e r v i c e s ,  f o r e s t r y ,  and f i s h e r i e s ,  w i t h  t h e  h i g h e s t  pe rcen tage  of b u s i n e s s e s  
employing fewer t h a n  100 workers ,  a p p e a r s  n o t  t o  be  a s  s e n s i t i v e  t o  i n t e r e s t  
r a t e s  a s  any o f  t h e  o t h e r  i n d u s t r i e s .  
I n  t h e  c a p i t a l - i n t e n s i v e  i n d u s t r i e s ,  t r a n s p o r t a t i o n  and p u b l i c  u t i l i t i e s  
and mining,  i n  which s m a l l  b u s i n e s s e s  a r e  n o t  a s  h e a v i l y  c o n c e n t r a t e d ,  i n t e r e s t  
r a t e s  a f f e c t  p roduc t ion  ( c a p i t a l  i n v e s t m e n t s ) .  However, i n  p roduc t  m a r k e t s ,  in -  
t e r e s t  r a t e  changes  do no t  seem t o  a f f e c t  o u t p u t  s i g n i f i c a n t l y .  During p e r i o d s  
of h i g h  i n t e r e s t  r a t e  l e v e l s ,  t h e s e  i n d u s t r i e s  where t h e  c o r p o r a t e  form of busi -  
n e s s  i s  common, t h e  a b i l i t y  t o  f l o a t  e q u i t y  s h a r e s  might  be s e v e r e l y  hampered by 
a v a i l a b l e  h i g h e r  r a t e s  of r e t u r n  on o t h e r  forms of i n v e s t m e n t s .  
I n  c o n c l u s i o n ,  c o n s i d e r i n g  b o t h  c a p i t a l  inves tment  requ i rements  and p roduc t  
market e f f e c t s ,  t h e  two i n d u s t r i e s  w i t h  h i g h  d e g r e e s  of s m a l l  b u s i n e s s  concen- 
t r a t i o n  and t o  a  l e s s e r  d e g r e e ,  f i n a n c e ,  i n s u r a n c e  and r e a l  e s t a t e ,  a r e  most 
s u s c e p t i b l e  t o  l a r g e  changes  i n  i n t e r e s t  r a t e s  from b o t h  t h e  p r o d u c t i o n  ( c a p i t a l )  
and pos t -p roduc t ion  (marke t ing ,  d i s t r i b u t i o n ,  s a l e s )  s i d e s ,  w h i l e  s e r v i c e s  ap- 
p e a r s  t o  be t h e  l e a s t  s u s c e p t i b l e  t o  l a r g e  f l u c t u a t i o n s  i n  i n t e r e s t  r a t e s .  
On t h e  o t h e r  hand, i n  manufac tu r ing  where smal l  b u s i n e s s e s  a r e  n o t  a s  com- 
mon a s  i n  o t h e r  i n d u s t r i e s ,  changes i n  i n t e r e s t  r a t e s  can a f f e c t  b o t h  c a p i t a l  
inves tment  and s a l e s ,  depending on t h e  s p e c i f i c  manufac tu r ing  i n d u s t r y  con- 
ce rned .  
Mining, a n  i n d u s t r y  w i t h  h i g h  c a p i t a l  inves tment  p e r  employee and one 
i n  which smal l  b u s i n e s s e s  a r e  n o t  a s  numerous a s  i n  o t h e r  i n d u s t r i e s ,  a p p e a r s  
t o  have l i t t l e  c o n s t a n t  r e l a t i o n s h i p  between i n t e r e s t  r a t e s  and i t s  g r o s s  domes- 
t i c  p roduc t .  
For a g r i c u l t u r a l ,  f o r e s t r y ,  and f i s h e r i e s ,  t h e  d a t a  a r e  mixed, but  gen- 
e r a l l y  d a t a  on t h i s  i n d u s t r y ' s  p r o d u c t i o n  r e c o r d  o v e r  a  10-year p e r i o d  i n d i -  
c a t e  l i t t l e  d i r e c t  r e l a t i o n  w i t h  i n t e r e s t  r a t e  mbvernents. 
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